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INTRODUCTION 

An  organization  known  as  "Free  the  Pike"  is  collecting  signatures  for  an  initiative  petition  (the  "Petition") 
that  would  ehminate  tolls  on  all  Commonwealth  highways,  tunnels  and  bridges  by  August  15,  1999. 

Attached  is  a  discussion  of  the  Petition,  followed  by  a  detailed  analysis  of  the  financial  impact  on  tax- 
payers. For  analytical  purposes  we  assume  that  the  Commonwealth  would  be  forced  to  raise  gas  taxes  to 
meet  increased  expenditures  created  by  the  ehmination  of  tolls.  Of  course,  the  Commonwealth  could 
choose  to  raise  other  taxes  such  as  sales  taxes  or  income  taxes  or  reduce  appropriations  for  other  programs 
to  pay  for  the  increased  financial  burden  on  the  Commonwealth. 

The  following  analysis  demonstrates  that  the  Petition  will  cost  taxpayers  over  $8.8  billion  over  the  next 
forty  years,  or  as  much  as  $277  miUion  in  a  single  year.  If  the  cost  is  met  by  increasing  the  gas  tax.  the 
Commonwealth  would  be  forced  to  raise  the  gas  tax  by  over  60  per  gallon  in  2000.  and  this  tax  would 
increase  in  subsequent  years  approximately  1 10  per  gallon  above  its  current  level  (from  210  to  320). 

This  increase  in  fixed  costs  is  the  equivalent  of  the  Commonwealth  issuing  over  $3.2  billion  of  new  debt,  or 
paying  $8.8  biUion  of  debt  service  over  40  years.  We  beheve  such  a  large  obligation  could  cause  the 
Commonwealth's  credit  ratings  to  be  downgraded.  If  the  Commonwealth  were  downgraded  to  the 
Baa/BBB  level,  the  interest  cost  of  all  new  Commonwealth  bonds  would  increase  by  approximately  30 
basis  points  (.30%)  under  current  market  conditions.  If  the  Commonwealth  continued  to  issue  $1  billion  of 
new  bonds  annually,  this  higher  interest  cost  would  total  $384  million  over  the  next  30  years. 

■  Of  the  total  cost  over  40  years  to  tax-payers  of  the  Petition: 

—  $4.2  billion  represents  debt  service 

—  $4.7  billion  represents  operations  and  maintenance  costs  less  the  costs  of  toll  collection  facilities, 
potential  cost  savings  and  non-toll  revenues.  This  includes  the  $1.3  billion  of  capital  requirements 
necessary  to  maintain  the  MassPike  facilities  and  the  Tobin  Bridge. 

■  This  analysis  does  not  include  any  estimates  for  expenses  such  as, 

—  costs  to  remove  the  toll  collection  facilities. 

—  costs  of  defending  against  bondholder  lawsuits,  or 

—  costs  of  unemployment  benefits  to  laid  off  employees. 

■  The  above  conclusions  do  not  take  into  account  a  potential  cost  shift  from  out-of-state  drivers  to 
Commonwealth  tax-payers  described  in  Section  IV. 

There  is  no  question  in  our  view  that  enactment  of  the  Petition  would  require  a  reordering  of  the 
Commonwealth's  financial  priorities  to  save  toll  payers  money  at  the  expense  of  either  tax-payers  or 
beneficiaries  of  other  Commonwealth  services. 
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EXECUTIVE  SUMMARY 

■  The  cost  to  tax-payers  of  compensating  MassPike  and  Massport  bondholders  would  be  as  much  as  $4.2 
billion  over  the  Ufe  of  the  bonds  or  $1.6  biUion  on  a  present  value  basis.' 

■  The  Commonwealth  would  assume  responsibility  for  significant  operating  and  maintenance  costs 
associated  with  MassPike  and  Massport  facilities.  The  cost  to  tax-payers  of  such  operating  and 
maintenance  costs  (even  after  accounting  for  cost  savings  and  offsetting  non-toll  revenues)  would  total 
$4.7  billion  over  the  next  40  years  or  $  1 .7  billion  on  a  present  value  basis. 

■  Together  these  costs  would  total  up  to  $8.8  billion  over  40  years,  or  $3.2  billion  on  a  present  value  basis, 
or  an  additional  $  1 . 1 26  per  taxpayer.  This  is  the  equivalent  of  Massachusetts  increasing  its  general 
obligation  debt  by  nearly  33%. 

■  If  the  source  of  revenues  to  pay  debt  service  and  operations  and  maintenance  expenses  were  to  be  shifted 
from  tolls  to  gas  taxes,  gas  taxes  would  need  to  be  increased  by  up  to  1 10  per  gallon  from  210  (twenty- 
sixth  in  the  nation)  to  32^  (third  in  the  nation). 

■  Connecticut  eliminated  tolls  on  its  facilities  in  the  1980's  and  since  that  date  its  gas  tax  increased  from 
130  to  a  high  of  430"  in  January  1997,  the  highest  in  the  U.S. 

■  Transaction  costs  to  refund  Massport  and  MassPike  bonds  would  be  approximately  $12  million. 

■  The  incremental  cost  of  paying  interest  on  taxable  refunding  bonds  exceeds  $355  million  over  40  years. 

■  Higher  Commonwealth  borrowing  costs  could  total  $384  million  over  the  next  30  years  if  the 
Commonwealth's  credit  ratings  are  downgraded  as  a  result  of  this  initiative. 

■  There  are  significant  other  potential  costs  associated  with  the  Petition  which  we  have  not  quantified 
including: 

—  litigation  from  bondholders,  which  would  impose  millions  of  dollars  of  legal  costs; 

—  the  cost  of  removing  toll  faciUties.  which  would  total  millions  of  dollars:  and 

—  the  costs  of  unemployment  benefits  to  laid  off  employees. 

■  As  discussed  in  Section  IV  the  Petition  has  the  potential  of  reducing  the  cost  to  out-of-state  drivers  of 
using  Massachusetts  facilities  at  the  expense  of  Commonwealth  tax-payers. 


'  Enacting  the  "Free  the  Pike"  Petition  without  compensating  MTA  and  Massport  bondholders  would  be 
unconstitutional. 

"  Includes  390  in  state  excise  tax  on  gasoline  and  40  in  state  sales  taxes,  gross  receipts  taxes  and  underground 
storage  tank  taxes  on  gasoline.  
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I.  BACKGROUND 

A  special  interest  group  known  as  "Free  the  Pike"  is  collecting  signatures  for  a  petition  (the  "Petition") 
which,  if  enacted,  would  among  other  things,  prohibit  the  Authority.  Massport  and  any  other  entity  in 
Massachusetts  from  collecting  tolls  for  the  use  of  the  Metropolitan  Highway  System,  the  Western  Turnpike 
and  the  Tobin  Bridge.  The  effective  date  of  the  prohibition,  if  enacted  into  law.  would  be  August  15.  1999. 

The  Massachusetts  Legislature  is  required  to  vote  on  this  Petition  by  May  6.  1998.  If  enacted  by  the 
Legislature,  the  Petition  would  become  effective  ninety  days  after  passage,  (or  immediately  if  passed  as  an 
emergency  law).  If  the  Legislature  fails  to  enact  the  Petition  into  law  as  submitted.  "Free  the  Pike"  could 
place  the  Petition  on  the  ballot  on  November  3.  1998  if  they  obtain  approximately  1 1.000  additional 
signatures.  If  approved  by  the  voters  the  measure  would  become  law  thirty  days  later. 

The  Petition  would  require  the  Authority  (together  with  Massport  to  the  extent  affected)  to  submit  a  study 
of  the  financial  implications  of  the  proposed  law  to  the  Legislature  by  March  31.  1999.  in  order  to 
determine  if  compensation  would  need  to  be  paid  for  the  Petition  to  be  implemented  in  a  constitutional 
manner.  The  Petition  states  that,  if  such  compensation  were  necessary,  the  people  expect  that  the 
Legislature  would  appropriate  the  necessary  funds. 

Effect  on  MassPike 

In  the  opinion  of  the  Authority's  Bond  Counsel,  enactment  into  law  of  a  petition  which  effectively  prevents 
the  Authority  from  generating  revenues  sufficient  to  support  MassPike' s  outstanding  bonds  issued  prior  to 
such  enactment,  would  be  an  unconstitutional  impairment  of  contract  rights  or  taking  of  property  rights 
unless  bondholders  are  provided  reasonable  and  adequate  compensation.  We  beheve  the  Authority's  non- 
toll  revenues  would  not  provide  sufficient  revenues  to  maintain  the  creditworthiness  of  or  even  to  repay  the 
Authority's  bonds.  Therefore,  the  Commonwealth  would  be  required  to  provide  other  revenues  to  repay  the 
Authority's  bonds  and.  as  importantly,  to  pay  the  operating  and  maintenance  expenses  of  the  Authority's 
faciUties. 

Effect  on  Massport 

The  Massachusetts  Port  Authority  ("Massport")  owns  the  Tobin  Bridge  and  its  revenues  are  pledged  to  pay 
Massport' s  operating  expenses  and  debt  service.  At  a  minimum  enactment  of  the  Petition  would  require  the 
Commonwealth  to  assume  operating  expenses  and  debt  service  attributable  to  the  Tobin  Bridge  in  addition 
to  the  Metropolitan  Highway  System  and  the  Western  Turnpike.  For  purposes  of  this  analysis  we  assume 
the  Massport  bonds  attributable  to  the  Tobin  Bridge  are  only  $80  million,  because  that  is  the  cost  of 
rehabilitating  the  bridge.  However,  we  believe  that  a  court  would  find  that  Massport  bonds  attributable  to 
the  bridge  far  exceed  $80  million. 

Effect  on  the  Commonwealth 

MassPike  and  Massport  bondholders'  rights  are  protected  by  the  U.S.  and  Massachusetts  constitutions,  so 
the  Commonwealth  would  have  to  ensure  that  their  bonds  are  paid.  The  facilities  affected  by  the  Petition 
are  major  public  bridges,  tunnels  and  roadways,  so  the  Commonwealth  would  have  to  maintain  them. 
Therefore,  this  Petition  would  have  the  greatest  negative  impact  on  the  Commonwealth's  tax-payers. 
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n.  COMPENSATION  TO  BONDHOLDERS 


Providing  adequate  compensation  to  MTA's  bondholders  has  two  important  elements: 


2. 


1. 


providing  adequate  revenues  over  time  to  pay  debt  service,  and 

providing  adequate  security  to  maintain  the  value  of  the  bonds  to  bondholders. 


We  doubt  it  would  be  enough  to  merely  identify  revenues  sufficient  to  repay  the  bonds.  The 
Commonwealth  would  need  to  provide  adequate  security  to  ensure  the  value  of  bondholders'  investment  is 
not  impaired. 

Bondholders  would  suffer  a  significant  economic  loss  even  without  a  default  in  payment  of  debt  service,  if 
their  bonds  are  downgraded  by  credit  rating  agencies.  Therefore,  in  our  view  the  Commonwealth  has  only 
three  practical  alternatives  for  providing  reasonable  and  adequate  compensation  to  bondholders  in  the  event 
the  Petition  is  enacted: 

1.  issue  Commonwealth  general  obligation  bonds  to  refund  all  outstanding  MTA  bonds  and  assume 
responsibility  for  all  Authority  and  Tobin  Bridge  operating  expenses. 

2.  provide  a  revenue  stream  which  is  strong  enough  to  pay  debt  service  on  MTA's  bonds  and  to 
maintain  the  credit  quality  of  outstanding  bonds,  or 

3.  identify  revenues  to  pay  debt  service  on  MTA's  and  Massport's  bonds  and  provide  a  full  faith  and 
credit  guarantee  of  the  Commonwealth.  (This  remedy  may  not  be  adequate  compensation  if  the 
Commonwealth's  credit  is  downgraded  as  a  result  of  its  assuming  responsibility  for  MTA's  and 
Massport's  debt  and  operating  expenses.) 

Following  is  an  analysis  of  the  cost  to  the  Commonwealth  of  implementing  each  of  these  three  remedies  in 
the  event  the  Petition  is  enacted.  We  assume  each  of  these  remedies  is  implemented  on  August  15.  1999. 

Alternative  1 :  Refund  MTA  Bonds  with  Commonwealth  General  Obligation  Bonds 

To  refund  the  Authority's  MHS  and  Western  Turnpike  Bonds,  the  Commonwealth  would  be  required  to 
issue  approximately  $566  million  of  taxable  general  obligation  refunding  bonds  along  with  approximately 
$805  milhon  of  tax-exempt  general  obligation  refunding  bonds.  The  issuance  of  taxable  bonds  is  required 
because  a  substantial  portion  of  the  Authority's  outstanding  bonds  are  already  advance  refunding  bonds 
and  the  federal  Tax  Code  does  not  permit  issuers  to  advance  refund  an  advance  refunding  bond  with  tax- 
exempt  bonds.  Currently,  taxable  bonds  bear  interest  at  rates  that  are  200  basis  points  (2%)  higher  than 
tax-exempt  bonds.  Proceeds  of  the  taxable  and  tax-exempt  refunding  bonds  would  be  deposited  to  an 
escrow  of  U.S.  Treasury  obligations  to  defease  the  Authority's  outstanding  bonds.  This  analysis  assumes 
current  market  interest  rates  for  Massachusetts  general  obligation  bonds:  however,  as  discussed  below, 
assuming  responsibility  for  the  Authority's  debt  and  operating  expenses  would  likely  result  in  the 
Commonwealth's  receiving  lower  credit  ratings  and  incurring  higher  borrowing  costs.  Exhibit  A  sets  forth 
the  sources  and  uses  of  funds  related  to  a  refunding  of  MTA's  bonds  with  Commonwealth  bonds. 
Transaction  costs  for  this  refunding  would  be  approximately  $12  miUion. 
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Exhibit  A:  Refunding  of  MassPilte  and  Massport  Bonds 


Sources  and  Uses  of  Funds 


($  in  thousands) 

Taxable 
Refunding 

Tax-Exempt 
Refunding 

Tobin  Bridge 
Financing 

Total 

Taxable  Refunding  Par  Amount 

$  566,460 

— 

— 

$  566.460 

Tax-Exempt  Refunding  Par  Amount 

$  804,985 

804.985 

Tobin  Bridge  Financing 

$  80.000 

80,000 

Capitalized  Interest  and  Reserve  Funds  Released 
Total  Sources  of  Funds 

104.646 

258.043 

- 

362.689 

$  671,106 

$  1,063,028 

$  80,000 

$  1,814,134 

Escrow  Deposit 

-  to  defease  advance  refunding  bonds 

-  to  defease  all  other  bonds 

$  666.573 

$  1.056.588 

$  666,573 
1,056,588 

Deposit  to  Tobin  Bridge  Rehabilitation  Fund 

$  79.360 

79.360 

Transaction  Costs  (.08%  of  Bond  Proceeds) 

4.533 

6.440 

640 

11.613 

Total  Uses  of  Funds 

$  671,106 

$  1,063,028 

$  80,000 

$  1.814,134 

The  Commonwealth  typically  issues  20  year  bonds  with  level  annual  debt  service,  but  MTA's  bonds  have  a 
40  year  term.  Exhibit  B  sets  forth  the  Commonwealth's  debt  service  on  Refunding  Bonds  if  issued  as  20- 
year  level  debt  service  bonds  and  as  40-year  bonds  with  debt  service  similar  to  MassPike's.  Depending  on 
whether  20-year  or  40-year  bonds  are  issued,  the  incremental  cost  of  issuing  taxable  rather  than  tax-exempt 
refunding  bonds  ranges  from  $165  to  $356  million  over  the  hfe  of  the  bond  issues. 
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Exhibit  B:  Refund ing  Debt  Service,  20  Years  vs.  40  Years  

20- Year  Debt  Service  Schedule         40- Year  Debt  Service  Schedule 


Year 

Level  Debt  Service 

Matching  Refunded  Bonds 

2000 

$  132.227.288 

$  97.222.288 

2001 

132.219.988 

97.144.575 

2002 

132.224,988 

97.159,713 

2003 

132.225.913 

97.235.050 

2004 

132.226.675 

97.254.775 

2005 

132,225.125 

97.621.700 

2006 

132.223.538 

97,642.538 

2007 

132.227.925 

97.215.538 

2008 

132.223.150 

96.838.738 

2009 

132.228.975 

96.404.038 

2010 

132,227,750 

108.686.575 

2011 

132.221,825 

108.586.413 

2012 

132.222.100 

107.847.275 

2013 

132,222.550 

107.023.225 

2014 

132.225.988 

106.144.700 

2015 

132.218.488 

105.170.300 

2016 

132,225.450 

123.992.288 

2017 

132,223.800 

122.981.963 

2018 

132.225.075 

104.585.488 

2019 

132,218,013 

104.850.050 

2020 

105.065.838 

2021 

105.234.525 

2022 

105.382.013 

2023 

105.516.588 

2024 

105.625.188 

2025 

105.708.150 

2026 

105.763.350 

2027 

105.787.125 

2028 

105.790,325 

2029 

105,752,550 

2030 

105.688.975 

2031 

105.593.238 

2032 

105.468.488 

2033 

105.292.013 

2034 

105.091.675 

2035 

104.847.638 

2036 

104.565.450 

2037 

104.234,313 

2038 

104,102,938 

2039 

104.311.900 

Total 

$  2.644.484.600 

$  4.176.429.500 

The  total  cost  to  the  Commonwealth  is  shown  for  each  of  these  debt  structures  in  Exhibits  F  and  G.  For 
these  two  structures  the  Commonwealth's  costs  (before  accounting  for  increased  interest  costs)  range  from 
$7.3  billion  to  $8.8  billion'  over  40  years  and  would  require  Gas  Tax  increases  of  up  to  11.  U. 


If  the  Petition  results  in  higher  Commonwealth  borrowins;  costs,  this  ranae  is  S7.7  biHion  to  S9.2  billion. 
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Alternative  2:  Provide  Alternative  Revenue  Stream  (e.g.  Higher  Gas  Taxes) 

It  is  possible  the  courts  would  permit  the  Commonwealth  to  substitute  another  revenue  stream  for  tolls  as 
security  for  the  Authority's  bonds.  This  would  avoid  issuance  of  taxable  bonds  and  transaction  costs  of 
refundings.  but  would  still  impose  a  considerable  fiscal  burden  on  the  Commonwealth.  The  most  obvious 
example  of  a  revenue  stream  would  be  the  tax  on  motor  vehicle  fuel  (the  "Gas  Tax").  The  Gas  Tax  in 
Massachusetts  is  currently  210.  If  the  Commonwealth  were  to  devote  Gas  Tax  revenues  to  pay  MTA  debt 
service  and  operating  expenses,  the  Gas  Tax  would  need  to  be  increased.  If  MTA's  Bonds  were  secured 
only  by  the  Gas  Tax  and  other  non-toll  revenues,  such  revenues  would  need  to  be  in  an  amount  that  exceeds 
debt  service  by  15%.  The  reason  for  this  higher  revenue  requirement  is  that  MTA's  trust  agreements 
require  that  net  revenues  be  maintained  at  1.15  times  debt  service  in  every  year.  Exhibit  C  shows  the  total 
debt  service  the  Commonwealth  would  be  responsible  for  under  this  approach  and  the  amount  of  revenues 
required  to  meet  the  MTA  trust  agreements  coverage  requirement. 


Exhibit  C:  Debt  Service  Assumed  by  Commonwealth 


MTA  Net 
Debt  Service 

Tobin  Bridge 
Debt  Service 

Total 
Debt  Service 

Coverage 
Factor 

Revenues 
Required 

2000 

$       25  307  200 

6  8^5  000 

32  142  200 

1  15x 

$ 

36  963  530 

2001 

25.228.526 

6  831  488 

32  060  013 

1.15x 

36  869  015 

2002 

25  238  569 

6  835  788 

32  074  357 

1.15x 

36  885  510 

2003 

25  306  024 

6  832  038 

32  1  ^8  06'' 

1.15x 

36  958  771 

2004 

82  254  618 

6  835  238 

89  089  856 

1.15x 

102  453  334 

2005 

84  627  063 

6  834  525 

91  461  588 

1.15x 

105  180  826 

2006 

85  805  65 1 

6  834  61  3 

92,640,264 

1.15x 

106  536  303 

2007 

85  379  986 

6.834.925 

92,2 14,9 11 

1.1 5x 

1 06  047  1 47 

2008 

85  003  564 

6  834  888 

91  838  451 

1.15x 

105  614  219 

2009 

84  568  561 

6,833,925 

9 1  402  486 

1.15x 

105  1 12  859 

2010 

108.814.751 

6  836  463 

1 15  651  213 

1.15x 

132  998  895 

201 1 

108  686  597 

6  8M  638 

115  518  235 

1.15x 

1 32  845  970 

2012 

107.925.699 

6.834,163 

1 14  759  862 

1.15x 

131  973  841 

2013 

107.083.800 

6  832  888 

113  916  688 

1.15x 

131  004  191 

2014 

106,180.336 

6,832,238 

113  012  574 

1.15x 

1 29  964  460 

2015 

105,194.600 

6  831  350 

1 12  025  950 

1  1  ^            ^  y  ,y\j 

1.15x 

128  829  842 

2016 

123,447,764 

6.834,363 

130,282,127 

1.15x 

149  824  446 

2017 

94,924,037 

6.835,125 

101,759,162 

1.15x 

1 17  023  036 

2018 

105,762,083 

6,832,775 

112,594,858 

1.15x 

129.484.087 

2019 

106,003.490 

6,831,450 

112,834.940 

1.15x 

129,760,181 

2020 

106.196.498 

106.196,498 

1.15x 

122,125,973 

2021 

106,343,189 

106.343,189 

1.15x 

122,294,668 

2022 

106.474.563 

106.474.563 

1.15x 

122,445,747 

2023 

106,582,472 

106.582,472 

1.15x 

122,569.843 

2024 

106,038,871 

106,038,871 

1.15x 

121.944.702 

2025 

106.101,203 

106,101,203 

1.15x 

122.016.383 

2026 

106,755,346 

106,755,346 

1.15x 

122,768.648 

2027 

106,733,339 

106,733,339 

l.I5x 

122,743,339 

2028 

106,680,731 

106.680,731 

1.15x 

122,682,841 

2029 

106,640,488 

106,640,488 

1.15x 

122.636.561 

2030 

106,574,155 

106,574,155 

1.15x 

122.560,278 

2031 

106,421,334 

106,421.334 

1.15x 

122.384.534 

2032 

106,244.664 

106.244.664 

1.15x 

122,181.364 

2033 

106,021,140 

106.021.140 

1.15x 

121,924,311 

2034 

105.757.680 

105.757,680 

1.15x 

121,621,332 

2035 

105,455,594 

105,455,594 

1.15x 

121,273,933 

2036 

105,110,831 

105,110,831 

1.15x 

120,877,456 

2037 

(10.956.847) 

(10,956.847) 

1.15x 

Total 

$  3,477,918,172 

$ 

136,674,875 

$ 

3,614,593,047 

$ 

4,169382,378 
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The  cost  of  implementing  Alternative  2  is  approximately  $8.3  billion"*  over  40  years  and  the  increase  in  the 
Gas  Tax  necessary  to  effect  this  alternative  is  up  to  12.  U  as  set  forth  in  Exhibit  H. 


Alternative  3:  Provide  Adequate  Revenues  with  Commonwealth  Guarantee 

The  Commonwealth  could  provide  revenues  to  pay  the  obligations  imposed  by  the  Petitions  and  guarantee 
the  Authority's  bonds.  The  financial  impact  of  this  approach  is  similar  to  Alternative  2  above  except  that 
higher  revenues  to  maintain  1.15  times  debt  service  coverage  might  be  avoided.  However,  these  new 
obUgations  on  the  Commonwealth  and  taxpayers  could  result  in  a  downgrade  in  the  Commonwealth's  credit 
rating,  as  discussed  more  fully  below.  In  that  case,  bondholders  could  argue  and  the  courts  could  find  that 
the  Commonwealth  guarantee  does  not  provide  adequate  security  to  bondholders  because  it  substitutes  a 
weaker  credit  for  a  stronger  one.  Such  a  decision  could  force  the  Commonwealth  to  resort  to  Alternative  1 
or  Alternative  2.  above.  The  total  cost  to  the  Commonwealth  for  Alternative  3  is  set  forth  in  Exhibit  I. 
The  cost  over  40  years  is  approximately  $8.3  billion"*  and  would  require  an  10.50  increase  in  the  Gas  Tax. 


If  the  Petition  results  in  higher  Commonwealth  borrowing  costs,  this  cost  increases  to  S8.7  billion. 
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in.  OPERATING  AND  MAINTENANCE  EXPENSES 

Operating  and  Maintenance  expenses  associated  with  MassPike  and  the  Tobin  Bridge  would  impose  a 
financial  burden  on  the  Commonwealth  that  is  of  the  same  order  of  magnitude  as  bond  debt  service,  but  this 
obhgation  is  more  uncertain  because  it  is  subject  to  inflation. 

The  Petition  would  require  that  all  tolls  on  the  Turnpike  and  Tunnels  be  rolled  back  to  June  30.  1997  levels 
on  January  1,1999  and  abohshed  as  of  August  15.  1999.  The  tolled  facihties  would  then  be  transferred  to 
the  Highway  Department  ("MHD").  which  would  be  responsible  for  their  administration  and  maintenance. 
Other  costs  currently  borne  by  MassPike.  such  as  State  Police,  would  be  paid  by  other  state  agencies. 

Without  tolls,  the  entire  cost  of  toll  collection  obviously  disappears.  Some  other  costs  might  also  decrease 
as  a  result  of  economies  of  scale.  For  instance,  the  MHD  would  not  hire  an  additional  Chief  Engineer  or 
Budget  Director  just  because  1-90  and  the  tunnels  were  added  to  the  state  system.  On  the  other  hand,  there 
would  still  be  a  need  to  maintain  the  facilities,  remove  snow  and  ice  and  provide  ongoing  reconstruction. 

The  following  assumptions  related  to  potential  cost  savings  are  conservative.  Actual  costs  assumed  by 
MHD  and  other  Commonwealth  agencies  would  likely  be  even  greater. 

Exhibit  D:  Potential  Operating  and  Maintenance  Savings  


Petition  Projected  State  Costs 


MTA  1997 

%  of  MTA 

$ 

Potential 

Budget 

1997  Budget 

Amount 

Savings 

Engineering/Maintenance 

$  27.095,759 

90% 

$24,386,183 

$  2.709.576 

Tolls  &  Operations 

30.889.737 

0 

0 

30,889,737 

State  Police* 

12,263,238 

100 

12.263,238 

0 

Administration.  Legal, 

Human  Resources  and  Finance 

21,851.266 

40 

8,740,506 

13,110,760 

Insurance** 

5.013.246 

100 

5.013.246 

0 

Total 

$  97.113.246 

$  50.403.173 

$  46.710.073 

Adjusted  to  include  S3.8()0.0(X)  a)urt  tines  which  the  Ci)mnn)nwealth  would  receive  as  "Nvjn-Toll  Revenues". 
Not  accounted  for  in  Petition  projections. 


Engineering/Maintenance:  The  roadway  and  tunnels  still  needs  to  be  maintained  and  repaired.  We 
assume  that  10%  of  the  $27. 1  million  budget  could  potentially  be  saved  through  economies  of  scale  (e.g., 
fewer  buildings  to  maintain  through  consolidation  of  workforces.) 

Tolls  &  Operations:  It  was  assumed  that  the  entire  1997  budget  of  $30.9  million  (for  toll  collection,  toll 
equipment  maintenance,  patron  services,  occupational  safety)  would  be  ehminated. 

State  Police:  There  would  be  no  savings  in  the  State  Police  budget. 

Administration,  Legal,  Human  Resources  and  Finance:  These  areas  represent  functions  which  MHD 
also  performs.  We  believe  our  assumption  that  60%  of  these  costs  can  be  eliminated  is  conservatively  high, 
since  much  of  these  costs  represent  specialized  functions  that  MHD  will  need  additional  personnel  to 
perform. 

Overall,  it  was  assumed  that  (conservatively)  it  would  cost  the  Commonwealth  an  average  of  $64  million 
per  year  to  administer,  maintain  and  police  MassPike  facihties.  This  is  in  addition  to  about  $40  million  in 
average  capital  reinvestment  needs  per  year. 
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rV.  OTHER  REVENUE  AND  EXPENSE  ISSUES 
Non-Toll  Revenues 

Our  analysis  incorporates  projections  of  existing  non-toll  revenues  that  could  be  used  to  offset 
Commonwealth  expenses  associated  with  enactment  of  the  Petition.  It  is  clearly  unrealistic  to  suggest  that 
these  revenues  significantly  lessen  the  cost  to  tax-payers  of  this  Petition. 

Impact  of  the  Petition  on  the  Commonwealth's  Borrowing  Costs 

One  of  the  most  severe  consequences  of  the  Petition  passing  could  be  the  impact  on  the  Commonwealth's 
borrowing  cost.  The  interest  rate  on  Massachusetts  general  obligation  bonds  is  directly  related  to  its  credit 
ratings.  Assuming  responsibility  for  MTA's  and  Massport's  debt  and  operating  expenses  would  be  the 
equivalent  of  a  33%  immediate  increase  in  the  Commonwealth's  outstanding  debt.  Even  with  increased 
taxes,  credit  rating  agencies  may  wonder  whether  the  Commonwealth  is  straining  the  resources  of  its  tax 
base  to  meet  these  expenditures.  In  our  view,  unless  there  is  a  substantial  increase  in  the  Commonwealth's 
revenue  base,  this  increase  in  Commonwealth  obligations  would  likely  result  in  the  Commonwealth's  bonds 
being  downgraded  by  the  major  credit  rating  agencies.  As  a  result,  the  Commonwealth's  borrowing  costs 
would  increase.  Exhibits  F.  G.  H  and  1  quantify  the  effect  of  Massachusetts  general  obligation  bonds  being 
downgraded  to  the  Baa/BBB  level,  assuming  the  Commonwealth  borrows  $900  million  annually  over  the 
next  10  years  with  an  interest  cost  penalty  of  30  basis  points,  per  annum.  This  higher  interest  cost  would 
total  at  least  $384  milhon  over  the  next  30  years. 

Costs  of  Litigation 

Our  analysis  does  not  include  the  costs  of  litigation  that  enactment  of  the  Petition  would  almost  certainly 
cause.  We  believe  it  is  extremely  likely  that  investors  in  MTA's  bonds  would  file  suit  challenging  the 
vahdity  of  the  Petition.  This  litigation  would  likely  cost  the  Commonwealth  millions  of  dollars  in  legal  fees 
and  court  costs. 

Potential  Cost  Shift  from  Out-of-State  Toll  Payers  to  Commonwealth  Tax-payers 

Depending  upon  the  method  of  taxation  the  Commonwealth  would  choose  to  replace  lost  toll  revenues, 
enactment  of  the  Petition  could  result  in  a  shift  of  costs  from  out-of-state  drivers  to  Commonwealth  tax- 
payers. The  Authority's  traffic  consultant.  URS/Greiner,  has  estimated  that  in  1998  approximately  $29 
milhon  of  the  Authority's  toll  revenues  will  be  realized  from  out-of-state  vehicles.  If  the  ratio  of  out-of- 
state  traffic  to  in-state  traffic  remains  constant  over  40  years,  we  estimate  total  MTA  toll  revenues  realized 
from  non-Massachusetts  residents  over  the  next  40  years  as  follows. 
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Exhibit  E.  Out-of-state  Toil  Revenues 


Period 

Total  Turnpilie 

Toll  Revenues  Realized  From 

Ending 

Toll  Revenues 

Out-of-State  Vehicles 

(17.03%) 

12/31/98 

$  176.121.000 

$  30.000.000 

12/31/99 

$  180.279.000 

$  30.708.263 

12/31/00 

183.150.000 

31.197.302 

12/31/01 

186.021.000 

31.686.341 

12/31/02 

233.937.000 

39.848.229 

12/31/03 

240.174.000 

40.910.624 

12/31/04 

247.104.000 

42.091.062 

12/31/05 

252.351.000 

42.984.823 

12/31/06 

256  212  000 

43.642.496 

12/31/07 

260  370  000 

44.350.759 

12/31/08 

264  429  000 

45.042.159 

12/31/09 

308.286.000 

52.512.648 

12/31/10 

313  137  000 

53.338.954 

12/31/1 1 

317  394  000 

54.064.081 

12/31/12 

321  651  000 

54.789.207 

12/31/13 

326  007  000 

55  531  197 

12/31/14 

330  264  000 

56.256.324 

12/31/15 

378  279  000 

^'  /           /  ^  « vy  Vy  Vy 

64  435  076 

12/31/16 

383  031  000 

65.244.519 

12/31/17 

268  389  000 

45.716.695 

12/31/18 

272  151  000 

46.357.504 

12/31/19 

275  9 1 3  000 

46  998  314 

12/31/20 

279  675  000 

47.639.123 

12/31/21 

283  499  865 

48.290.641 

12/31/22 

287  378  779 

48  95 1  365 

12/31/23 

291.312.527 

49.621.430 

12/31/24 

295  301  908 

^  y  ^  s    vy  1  •     vy  *j 

50.300.971 

12/31/25 

299.347.731 

50  990  126 

«y  vy  \  y  y  \j  «  i  ^  \j 

12/31/26 

303.450.818 

51.689.035 

12/31/27 

307  612  003 

52.397.841 

12/31/28 

31 1  832  133 

53  1 16  687 

12/31/29 

316.1 12.067 

53.845.720 

12/31/30 

320  452  676 

54.585.088 

12/31/31 

324.854.847 

55.334.942 

12/31/32 

329.319.476 

56.095.436 

12/31/33 

333.847.475 

56.866.724 

12/31/34 

338.439.771 

57.648.964 

12/31/35 

343.097.301 

58.442.315 

12/31/36 

347.821.019 

59.246.941 

12/31/37 

352.611.893 

60.063.007 

12/31/38 

357.470.903 

60.890.678 

12/31/39 

362.399.048 

61.730.125 

Total 

$  12.184.366.239 

$  2.075.453.734 

If  toll  revenues  are  replaced  with  income  taxes,  the  full  amount  of  these  out-of-state  toll  revenues  are  lost  to 
Commonwealth  residents,  and  Massachusetts  tax-payers  must  pay  for  the  difference.^ 


'  If  lost  toll  revenues  are  replaced  with  a  higher  gas  tax.  some  portion  of  the  lost  out-of-state  toll  revenues  could 
presumably  be  replaced  with  out-of-state  travelers  buying  gas  in  Massachusetts.  
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V.  CONCLUSION 

In  June  1983,  the  Connecticut  Legislature  voted  to  eliminate  tolls  on  the  Connecticut  Turnpike  (1-95)  by 
1985.  In  1988.  the  Legislature  voted  to  remove  the  tolls  on  the  Merritt  and  Wilbur  Cross  Parkways.  From 
1983  to  1997.  the  Connecticut  gas  tax  rose  from  130  to  a  high  of  430^  in  January  1997.  the  highest  in  the 
continental  U.S.  The  Connecticut  Legislature  cut  the  tax  by  30  in  July  1997.  Enactment  of  the  "Free  the 
Pike"  Petition  would,  of  course,  represent  a  very  large  cost  shift  from  toll  payers  to  tax-payers,  (i.e.  away 
from  direct  users  of  the  facihties  to  all  Commonwealth  tax-payers).  However,  enactment  of  the  Petition 
also  imposes  new  costs  on  tax-payers:  the  cost  of  litigation,  transaction  costs  to  refund  MTA's  bonds, 
higher  interest  on  taxable  refunding  bonds  and  higher  Commonwealth  borrowing  costs  resulting  from  lower 
credit  ratings.  Without  considering  the  principle  that  a  facility's  users  and  not  tax-payers  should  pay  for 
the  service;  the  "Free  the  Pike"  Petition  is.  in  our  view,  poor  fiscal  policy,  because  of  these  additional  costs 
it  imposes  on  the  Commonwealth. 


Includes  39c  in  state  excise  tax  on  gasoline  and  40  in  state  sales  taxes,  gross  receipts  taxes  and  underground 
storage  tank  taxes  on  gasoline.  
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